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COUNCIL  ON  WAGE  AND  PRICE 
STABILITY 

6  CFR  Part  705  and  706 

Modification  of  Price  Standard  and 
Adoption  of  Procedural  Rules 

AGENCY:  Council  on  Wage  and  Price 
Stability. 

ACTION:  Modification  of  price  standard 
and  adoption  of  procedural  rules. 


summary:  The  Council  is  strengthening 
the  profit-margin  limitation,  the 
percentage  gross-margin  standard  for 
wholesale  and  retail  trades,  and  the 
gross-margin  standard  for  food 
processors  by  adopting  six-month  and 
nine-month  limitations  similar  to  the  six- 
month  and  nine-month  standard  for 
price  increases.  The  Council  is  also 
adopting  procedures  to  request  that 
certain  intermediate-sized  companies 
furnish  base-period  price  and  margin 
data,  and  that  large  and  intermediate- 
sized  companies  furnish  corresponding 
program-year  data  for  the  first  six  and 
nine  months  of  the  program  year.  In 
addition,  the  Council  is  amending  the 
exception  procedures  to  provide  new 
exceptions,  to  expand  eligibility  for 
advance  approval  to  apply  exceptions, 
to  indicate  the  type  of  data  that  should 
be  supplied  in  requests  for  such 
approval,  and  to  make  explicit  that  the 
Council  may  condition  approval  of 
profit-margin  and  other  exceptions  on. 
for  example,  a  company's  not  exceeding 
a  specified  program-year  rate  of  price 
change.  Finally,  the  Council  is  making 
certain  other  changes  in  its  procedural 
rules. 

Several  of  the  procedural  changes  are 
being  made  in  response  to  public 
comment,  notably  from  committees  of 
the  American  Bar  Association. 

OATES:  Effective  date:  April  20, 1979. 

While  these  rules  art  effective 
immediately,  comments  will  be  accepted 
through  May  31, 1979. 
address:  Comments  should  be 
addressed  to:  Sandra  Sherman,  Office  of 
General  Counsel,  Council  on  Wage  and 
Price  Stability,  726  Jackson  Place  NW„ 
Washington,  D.C.  20506. 

FOR  FURTHER  INFORMATION  CONTACT: 
Sandra  Sherman  (202)  456-6286. 
SUPPLEMENTARY  INFORMATION:  On 
March  29, 1979,  the  Council  announced 
that  it  would  strengthen  the  profit- 
margin  limitation  (6  CFR  705A-6)  and 
intensify  monitoring  efforts  to  determine 
compliance  with  the  voluntary  price 
standards  (705A  and  705C).  It  stated 
that  in  order  to  monitor  compliance  with 
the  profit-margin  limitation,  it  would 


seek  quarterly  reports  from  firms 
applying  the  limitation  and  that: 

Any  firm  that  is  above  the  limit  after  two 
quarters  will  be  listed  as  out  of  compliance, 
unless  it  can  demonstrate,  with  detailed 
projections  of  future  price  actions  and  profits, 
that  compliance  for  the  year  as  a  whole  will 
be  achieved. 

Accordingly,  the  Council  is  amending 
705A-6(a),  the  Profit-Margin  Limitation, 
to  provide  that  a  company’s  profit 
margin  during  the  first  six  and  nine 
months  of  the  program  year  should  not 
exceed  the  sales-weighted  average 
profit-margin  over  the  best  two  of  the 
company’s  last  three  fiscal  years  prior  to 
October  2, 1978.  A  company  need  not 
comply  with  this  provision  if  it  can 
demonstrate  that  any  excesses  above 
the  average  are  consistent  with  an 
explicit  plan  based  on  reasonable 
projections  of  economic  conditions  to 
achieve  compliance  for  the  program- 
year  as  a  whole.  In  addition,  the  Profit- 
Margin  Limitation  is  being  amended  to 
provide  that  profit  levels  during  the  first 
six  and  nine  months  of  the  program  year 
should  be  consistent  with  an  explicit 
plan  to  achieve  compliance  with  the 
program-year  profit  limitation  of  6.5 
percent  plus  any  positive  percentage 
growth  in  physical  volume. 

Section  705C-2  (Margin  Standards  for 
Wholesale  and  Retail  Trade  and  for 
Food  Manufacturing  and  Processing), 
which  is  based  on  gross  margins  and 
percentage  gross  margins,  has  also  been 
amended  to  provide  for  appropriate  six- 
month  and  nine-month  limitations. 

As  part  of  its  intensified  monitoring  of 
compliance  with  the  price  standard, 
including  the  profit-margin  limitation, 
the  Council  announced  that  firms  with 
$250  million  or  more  in  revenue  will  be 
asked  to  provide  base-period  data,  as 
well  as  data  regarding  quarterly  price 
increases  during  the  program  year. 
Accordingly,  the  Council  is  amending 
Subpart  B  (Reports  and  Notifications)  of 
Part  706  by  adopting  a  new  Section 
706.27.  Under  this  section,  a  company 
that  had,  or  is  part  of  a  parent  company 
that  had,  consolidated  net  sales  or 
revenues  of  $250  million  or  more  in  its 
most  recently  completed  fiscal  year,  and 
any  other  company  designated  by  the 
Council,  is  requested  to  file  Form  PM-1 
with  the  Council.  This  form,  which 
contains  detailed  instructions  will  be 
published  in  the  Federal  Register  in  the 
near  future,  and  copies  will  be  made 
available  to  companies  by  the  Council. 
The  form  is  intended  to  facilitate  the 
Council’s  monitoring  of  pricing 
performance  on  a  quarterly  basis,  and 
requests  base-period  data,  as  well  as 
program-year  data  for  six-,  nine-,  and 


twelve-month  intervals.  The  first  filing- 
date  has  been  set  for  May  7, 1979,  and  it 
is  anticipated  that  the  second  filing-date 
will  be  August  1, 1979.  The  specific  type 
of  data  requested  will  vary  in 
accordance  with  the  standard  or  other 
limitation  that  a  firm  applies  (price 
deceleration,  profit-margin  limitation, 
gross  margin,  or  percentage  gross 
margin).  Section  706.20  now  provides 
that  if  a  firm  has  already  supplied  data 
requested  and  retained  by  the  Council  it 
need  not  supply  it  again,  but  should 
identify  for  the  Council  the  document 
(including  page  references)  containing 
the  information  and  the  date  on  which  it 
was  submitted. 

Certain  changes  have  also  been  made 
in  the  exceptions  procedures  (Subpart  C 
of  Part  706).  Section  706.31  (Who  should 
request  approval)  is  amended  so  that 
any  company  that  had,  or  that  is  part  of 
a  parent  company  that  had, 
consolidated  net  sales  or  revenues  of 
$250  million  or  more  in  its  last  complete 
fiscal  year  prior  to  October  2, 1978, 
should  request  approval  to  use  any  of 
the  exceptions  to  the  price  standard.  A 
company  should  request  approval  to 
apply  any  of  the  exceptions  to  the  pay 
standard  if  an  employee  unit  of  100  or 
more  in  a  company  of  1,000  or  more 
employees  would  be  affected,  or  if  an 
affected  collective  bargaining  agreement 
covers  1,000  or  more  employees.  Other 
companies  will  be  eligible  for  advance 
approval  to  apply  any  of  the  exceptions 
if  they  demonstrate  that  there  is  good 
cause  for  the  Council  to  entertain  such  a 
request  for  advance  approval.  Section 
706.31  is  also  amended  to  incorporate 
certain  material  previously  included  in 
Questions  and  Answers,  to  eliminate 
unnecessary  material,  and  to  expand 
eligibility  for  hardship  exceptions 
(which  change  in  eligibility  is  reflected 
in  conforming  amendments  to  §  706.33). 

Notwithstanding  the  provisions 
lowering  the  threshold  for  advance 
approval  of  exceptions  from  $500  million 
to  $250  million,  the  Council  is  not 
requesting  companies  in  the  $250-$500 
million  range  to  seek  ratification  of  any 
exceptions  that  were  self-administered 
prior  to  April  17, 1979.  However,  such 
companies  should,  as  quickly  as 
possible,  bring  their  practices  into 
conformity  with  the  standards  to  the 
extent  that  the  standards  have  changed 
since  such  exceptions  were  self- 
administered  (e.g.,  the  appropriate  nine- 
month  standard  should  be  applied 
notwithstanding  any  previous  action 
that  may  not  have  contemplated  its 
adoption).  If  the  company  cannot  bring 
itself  into  compliance,  it  should,  of 
course,  seek  the  appropriate  exception. 
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Section  706.32  (Grounds  for  approval 
for  defined  exceptions)  is  amended  to 
provide  exceptions  from  the  respective 
six-month  and/or  nine-month  limitations 
on  the  grounds  that  such  exceptions  are 
authorized  by  the  standard.  Section 
706.34  (Contents  of  the  request)  is 
amended  to  specify  additional  data  for 
inclusion  in  requests  for  certain 
exceptions.  Section  706.36  (Decision)  is 
amended  to  provide  that  approval  of  a 
request  for  an  exception  may  be 
conditioned  as  the  Council  deems 
appropriate,  e.g.,  upon  a  company's  not 
exceeding  the  maximum  program-year 
rate  of  price  change  that  it  stated  it 
would  implement  if  its  request  for  a 
profit-margin  limitation  is  granted  or 
any  modification  of  that  rate  that  the 
Council  considers  appropriate.  The 
section  is  also  amended  by  deleting  the 
requirement  that,  when  feasible,  the 
Council  will  issue  a  determination 
within  20  days  of  receiving  all  necessary 
information.  The  Council  will  now  issue 
determinations  as  promptly  as  possible, 
giving  consideration  to  any  factors 
regarding  the  urgency  of  a  request  that 
are  presented  to  the  Council. 

Finally,  the  Council  is  amending 
procedures  in  Subpart  F  (Removal  from 
list  of  noncomplying  companies)  and 
Subpart  G  (Requests  for  » 

reconsideration).  Under  these  revisions, 
a  hearing  will  now  be  provided  for 
proceedings  under  Subpart  F  and  no 
reconsideration  will  be  necessary.  With 
respect  to  reconsideration  of 
noncompliance  and  exception  decisions 
under  Subpart  G.  a  time  certain  for  filing 
a  request  for  reconsideration  is 
provided.  Section  706.74  (Hearing  on 
reconsideration)  has  been  amended  to 
provide  that,  in  both  exceptions  and 
noncompliance  proceedings,  a  hearing 
will  be  held  by  the  Council  whenever  a 
substantial  and  material  issue  of  fact  is 
present.  If  a  company  seeks 
reconsideration  of  a  decision  of 
noncompliance  within  seven  days  of 
that  decision,  listing  of  the  company  as 
noncompliant  will  be  stayed  pending  the 
decision  on  reconsideration.  If 
reconsideration  is  denied,  the  company 
will  be  listed  three  days  after  such 
denial.  If.  on  the  other  hand,  the 
company  does  not  seek  reconsideration 
within  seven  days,  it  will  be  listed  on 
the  eighth  day  after  the  initial  finding 
and  will  then  have  the  option  of  seeking 
removal  from  the  list 

These  rules  are  effective  immediately, 
since  they  promote  the  Council’s 
monitoring  effort,  which  is  essential  to 
the  President’s  anti-inflation  program. 
However,  a  substantial  comment  period 
is  being  provided,  and  changes  based  on 


such  comments  will  be  made  where 
appropriate. 

(Council  on  Wage  and  Price  Stability  Act. 
Public  Law  93-387.  as  amended  (12  U.S.C. 

1904  note);  E.0. 12092.) 

In  consideration  of  the  foregoing. 
Chapter  VII.  Title  6  of  the  Code  of 
Federal  Regulations  is  amended  in  the 
appendix  to  Part  705  and  in  Part  706  to 
read  as  follows: 

Issued  in  Washington.  D.C..  April  17, 1979. 

Sally  Kaizen. 

General  Counsel.  Council  on  Wage  and  Price  Stability. 

PART  705— NONINFLATIONARY  PAY 
ANO  PRICE  BEHAVIOR 

1.  Section  705A-6  of  the  appendix  to 
Part  705  is  amended  in  clauses  (i)  and 
(ii)  of  subparagraph  (1)  of  paragraph  (a) 
to  read  as  follows: 

705A-6  Exceptions. 

(a)  *  *  * 

(1)  *  *  * 

(i)  The  program-year  profit  margin 
should  be  no  higher  than  the  sales- 
weighted  average  profit  margin  over  the 
best  two  of  the  company’s  last  three 
fiscal  years  prior  to  October  2. 1978.  In 
addition,  the  profit  margin  during  the 
first  six  months  and  the  first  nine 
months  of  the  program  year  should  not 
exceed  the  same  sales-weighted  average 
unless  it  can  be  demonstrated  that  any 
excess  above  the  average  is  consistent 
with  an  explicit  plan,  based  on 
reasonable  projections  of  economic 
conditions,  to  achieve  compliance  for 
the  program  year  as  a  whole. 

(ii)  Program-year  profit  should  not 
exceed  base-year  profit  by  more  than  6.5 
percent  plus  any  positive  percentage 
growth  in  physical  volume  from  the  base 
year  to  the  program  year.  Base-year 
profit  can  be  either  profit  earned  during 
the  four  complete  fiscal  or  calendar 
quarters  prior  to  the  program  year,  or 
the  average  profit  margin  determined  in 
(i)  above  multiplied  by  sales  or  revenues 
in  the  last  four  complete  fiscal  quarters 
prior  to  the  program  year.  In  addition, 
profit  levels  during  the  first  six  months 
and  the  first  nine  months  of  the  program 
year  should  be  consistent  with  an 
explicit  plan  to  achieve  compliance  with 
the  program-year  profit  limitation. 
***** 

2.  Section  705C-1  of  the  appendix  to 
Part  705  is  amended  to  read  as  follows: 

705C-1.  General.  This  Subpart 
provides  modified  price  standards  for 
certain  industries  for  which  application 
of  the  general  price  standard  may  be 
inappropriate.  Companies  that  cannot 
comply  with  these  standards  are  eligible 


for  exceptions  in  accordance  with  Part 
706. 

***** 

3.  Section  705C-2  of  the  appendix  to 
Part  705  is  amended  by  deleting  the  last 
sentence  of  paragraph  (a),  by  adding  a 
new  subparagraph  (3)  to  paragraph  (c), 
and  by  amending  paragraph  (d)  by 
redesignating  subparagraphs  (2)  and  (3) 
as  (3)  and  (4).  respectively,  and  by 
adding  a  new  subparagraph  (2)  to  read 
as  follows: 

705C-2  Margin  Standards  for 
Wholesale  and  Retail  Trade  and  for 
Food  Manufacturing  and  Processing. 
**.*•* 

(c)  *  *  * 

(3)  During  the  first  six  months  and  the 
first  nine  months  of  the  program  year, 
the  percentage  gross  margin  of  the 
company  should  be  consistent  with  an 
explicit  plan  to  achieve  compliance  with 
the  program-year  limitation. 

(d) (1)  *  *  * 

(2)  In  addition,  the  gross  margin  in  the 
second  and  third  quarters  of  the 
program  year  should  not  exceed  the 
base-quarter  gross  margin  by  more  than 
3.25  percent  and  4.88  percent 
respectively,  plus  any  positive 
percentage  growth  in  physical  volume 
over  the  base  quarter.  However,  a 
company  need  not  comply  with  these 
limits  if  it  can  demonstrate  that  the 
increase  in  excess  of  the  limits  can  be 
justified  on  grounds  of  seasonal 
variations  in  business  operations, 
historical  business  practices,  or  unusual 
business  conditions  and  will  not  prevent 
compliance  with  the  gross-margin 
standard  by  the  end  of  the  program 
year. 


PART  706— SPECIAL  PROCEDURAL 
RULES 

§706.02  (Amended] 

4.  Section  706.02  is  amended  by 
deleting  the  definition  of  “Request"  at 
paragraph  (e),  and  by  redesignating 
paragraphs  (f)  and  (g)  as  paragraphs  (e) 
and  (f).  respectively. 

5.  Section  706.06  is  amended  to  read 
as  follows: 

§  706.06  Computation  of  Time. 

Except  as  otherwise  provided,  any 
period  of  time  specified  in  this  Part  is 
counted  in  business  days  (all  days  other 
than  Saturdays.  Sundays,  and  Federal 
holidays),  starting  with  the  first  business 
day  after  the  Council  takes  any  action.  If 
the  document  setting  forth  the  action  is 
sent  by  mail,  three  additional  days  may 
be  added. 


6.  Section  706.20  is  amended  to  read 
as  follows: 

§  706.20  Purpose  and  scope. 

(a)  This  subpart  contains  rules 
applicable  to  reports  and  notifications 
that  are  requested  by  the  Council. 

(b)  A  company  that  has  furnished  the 
Council  with  data  requested  and 
retained  by  the  Council  need  not  furnish 
such  data  again,  but  should  identify  for 
the  Council  the  document  (including 
page  references)  containing  such  data 
and  the  date  on  which  it  was  submitted. 

7.  Section  706.27  is  added  to  read  as 
follows: 

§706.27  Form  PM- 1 

A  company  that  had,  or  is  part  of  a 
parent  company  that  had,  consolidated 
net  sales  or  revenues  of  $250  million  or 
more  in  its  last  complete  fiscal  year 
prior  to  October  2. 1978,  and  any  other 
company  designated  by  the  Council,  is 
requested  to  furnish  the  Council  with 
data  in  accordance  with  Form  PM-1. 

8.  Section  706.31  is  revised  to  read  as 
follows: 

§  706.31  Who  should  request  approval. 

(a)  Any  company  or  employee  unit 
that  intends  to  apply  one  or  more  of  the 
exceptions  specified  in  §§  706.32  and 
706.33  should  request  a  determination 
from  the  Council  that  application  of  the 
exception  is  appropriate  if: 

(1)  The  request  relates  to  the  price 
standard  and  the  company  had,  or  is 
part  of  a  parent  company  that  had, 
consolidated  net  sales  or  revenues  of 
$250  million  or  more  in  its  last  complete 
fiscal  year  prior  to  October  2, 1978:  or 

(2)  The  request  relates  to  the  pay 
standard  and  the  affected  employee  unit 
consists  of  more  than  100  employees  in  a 
company  with  1,000  or  more  employees, 
or  the  affected  collective  bargaining 
agreement  covers  1.000  or  more 
employees. 

(b)  The  Council  also  will  entertain 
requests  for  a  determination  that  a  pay 
or  price  action  is  consistent  with  the 
exceptions  listed  in  §§  706.32  and  706.33 
if  a  company  demonstrates  to  the 
Council  that  there  is  good  cause  for  the 
Council  to  entertain  such  a  request  (e.g., 
that  the  company  has  reached  a  labor 
settlement  contingent  on  a 
determination  by  the  Council  that  the 
settlement  complies  with  the  pay 
standard,  or  that  uncertainty  as  to  the 
application  of  the  standards  would  have 
a  serious  adverse  effect  on  the 
company). 

(c)  If  any  pay  or  price  actions  are  the 
subject  of  a  Notice  of  Probable 
Noncompliance  in  accordance  with 
Subpart  E.  the  affected  company  may 


assert  any  of  the  defenses  in 
§  706.52(b)(2). 

9.  Section  706.32  is  amended  in 
subparagraph  (1)  of  paragraph  (b)  to 
read  as  follows: 

§  706.32  Grounds  tor  approval  for  defined 
exceptions. 

*  *  •  •  * 

(b)  *  *  * 

(1)  Compliance  with  the  six-month 
and/or  nine-month  limitation(s)  is  not 
required  by  sections  705A-4.  705A-6,  or 
705C-2;  or 

10.  Section  706.33  is  amended  in 
paragraph  (a)  to  read  as  follows: 

§  706.33  Determination  of  undue  hardship 
or  gross  inequity. 

(a)  The  Council  will  provide  a 
determination  that  application  of  the 
standards  to  an  actual  situation  would 
constitute  an  undue  hardship  or  gross 
inequity  in  those  situations  covered  by 
§  706.31  (a)  and  (b).  or  as  part  of  a 
noncompliance  proceeding  under 
Subpart  E. 

*  *  *  *  • 

11.  Section  706.34  is  amended  in  the 
introductory  text  of  paragraph  (a), 
paragraphs  (a)(3),  (a)(5)(iv)  and  (a)(5)(v) 
(A)  and  (B),  by  deleting  paragraph  (c), 
by  redesignating  paragraphs  (d)  and  (e) 
as  (c)  and  (d)  respectively,  by  amending 
such  paragraph  (d),  and  by  adding  new 
paragraphs  (a)(5)(vii)  through  (a)(5)(viii) 
to  read  as  follows: 

§  706.34  Contents  of  the  request 

(a)  All  requests  should  be  in  writing 
and  include: 

*  *  *  •  • 

(3)  The  particular  provisions  of  the 
standards  that  are  the  subject  of  the 
request,  and,  if  the  request  is  submitted 
under  §  706.31(b),  a  demonstration  that 
there  is  good  cause  for  the  Council  to 
entertain  the  request. 

(5)  *  *  * 

(iv)  Six-month  and/or  nine-months 
standard(s)  for  price  increases: 

(A)  A  demonstration  that  any  increase 
in  prices  exceeding  the  six-month  and / 
or  nine-month  standard(s)  is  justified  on 
grounds  of  seasonal  variations  in 
business  operations  (including  a 
description  of  the  seasonal  pattern  of 
price  increases  over  the  five  years  prior 
to  the  program  year),  historical  business 
practices,  or  unusual  business 
conditions;  and 

(B)  Projected  cost,  revenue,  and  profit 
data  for  the  program  year,  or  other 
means  of  demonstrating  that  the  pricing 
actions  are  consistent  with  adherence  to 
the  profit-margin  limitation,  as  defined 


in  section  705A-6(a).  for  the  program 
year. 

(v)  *  *  * 

(A)  If  a  company  is  claiming 
uncontrollable  price  increases, 

(J)  A  demonstration  that  the  cost  of 
goods  sold  on  a  per-unit  basis  is 
increasing  at  a  rate  in  excess  of  the 
allowable  program-year  rate  of  price 
change  and  is  expected  to  continue  to 
do  so  by  an  amount  that  would  result  in 
a  significant  erosion  of  the  profit  margin 
if  the  company  were  held  to  the  price 
deceleration  standard, 

[2)  A  demonstration  that  the  cost 
increases  are  substantially 
uncontrollable  (such  demonstration 
requires  that  total  unit  costs  be 
disaggregated  into  labor  costs,  costs  of 
purchased  materials  and  services,  and 
overhead  costs),  and 

(5)  The  maximum  program-year  rate 
of  price  change  that  the  company  would 
implement  if  the  request  were  granted: 
or 

(B)  If  a  company  cannot  compute  its 
program-year  rate  of  price  change,  a 
demonstration  of  the  inadequacy  of  the 
data  available  to  the  company; 
***** 

(vii)  Six-Month  and/or  Nine-Month 
Standard(s)  for  the  Profit-Margin 
Limitation: 

(A)  A  demonstration  that  a  profit 
margin  in  excess  of  the  profit-margin 
limitation  is  consistent  with  an  explicit 
plan,  based  on  reasonable  projections  of 
economic  conditions,  to  achieve 
compliance  for  the  program  year: 

(B)  A  demonstration  that  any  excess 
profit  is  consistent  with  an  explicit  plan 
to  achieve  compliance  with  the  program- 
year  profit  limitation  in  705A-6(a)(1)(ii): 
and 

.(C)  Data  requested  under  paragraph 
(a)(5)(v),  as  applicable. 

(viii)  Six-Month  and/or  Nine-Month 
Standard(s)  for  Food  Manufacturing  and 
Processing  Industries: 

(A)  A  demonstration  that  any  increase 
in  gross  margins  in  excess  of  the  six- 
month  and/or  nine-month  standard(s) 
can  be  justified  on  grounds  of  seasonal 
variations  in  business  operations 
(including  a  description  of  the  seasonal 
pattern  of  price  increases  over  the  five 
years  prior  to  the  program  year), 
historical  business  practices,  or  unusual 
business  conditions;  and 

(B)  Projected  margin  data  for  the 
program  year,  or  other  means 
demonstrating  that  pricing  actions  are 
consistent  with  adherence  to  the  gross 
margin  standard  by  the  end  of  the  year. 
***** 

(d)  Requests  for  approvals  should  be 
filed  20  or  more  days  prior  to  taking  any 
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action  in  anticipation  of  a  grant  of  the 
request.  If  pendency  of  the  request  for  20 
days  or  more  would  adversely  affect  the 
applicant,  the  nature  of  such  adverse 
effect  should  be  explained: 

12.  Section  706.36  is  amended  in 
paragraph  (a),  by  redesignating 
paragraph  (b)  as  paragraph  (c).  and  by 
adding  a  new  paragraph  (b)  to  read  as 
follows: 

§  706.36  Decision. 

(a)  The  Council  will  issue  a 
determination  granting  or  denying  the 
request  as  promptly  as  possible,  giving 
consideration  to  any  factors  regarding 
the  urgency  of  the  request  that  are 
presented  to  it  under  §  706.34(d). 

(b)  When  the  Council  approves  a 
request  for  an  exception,  it  may 
condition  its  approval  in  any  manner 
that  it  considers  appropriate,  e.g..  on  a 
company's  not  exceeding  the  maximum 
program-year  rate  of  price  change  set 
forth  in  the  company’s  request  to  apply 
the  profit-margin  limitation,  or  on  any 
appropriate  modification  of  that  rate. 
Failure  to  comply  with  the  specified 
condition(s)  may  be  grounds  for 
issuance  of  a  Notice  of  Probable 
Noncompliance. 

***** 

13.  Section  706.52  is  amended  in 
subparagraph  (1)  of  paragraph  (b).  and 
in  clause  (i)  of  subparagraph  (2)  of 
paragraph  (b)  to  read  as  follows: 

§  706.52  Notice  and  reply. 

***** 

(b)(1)  Within  ten  days  after  a  Notice 
of  Probable  Noncompliance  has  been 
issued,  the  company  io  which  the  notice 
is  issued  may  file  a  written  reply 
disputing  information  in  that  notice, 
presenting  additional  information  that  it 
believes  relevant  to  the  allegations  in 
the  Notice,  and/or  raising  any  of  the 
defenses  specified  in  subparagraph  (2). 
The  reply  may  also  request  a 
conference.  This  request  should  indicate 
whether  any  confidential  data  may  be 
discussed.  If  a  conference  i6  requested, 
the  Council  will  arrange  for  such  a 
conference  at  a  suitable  time  and 
location. 

(2)  *  *  * 

(i)  Under  Sections  705A-4.  705A-5. 
705A-6(a),  705B-9,  705B-10,  705B-11.  or 
705C-2.  or 

***** 

14.  Section  706.54  is  amended  to  read 
as  follows: 

§  706.54  Listing  of  noncomplying 
companies. 

(a)  Subject  to  paragraph  (b),  if  the 
Council  finds  a  company  to  be  out  of 
compliance,  in  accordance  with  §  706.53. 


it  shall,  eight  days  after  its  decision, 
place  the  company's  name  on  a  list  of 
noncomply  ing  companies. 

(b)  If  the  listing  of  a  company  is 
stayed  in  accordance  with  §  706.76,  then 
a  company  may  be  listed  three  days 
after  any  decision  denying 
reconsideration. 

§706.55  lAmendedl 

15.  Section  706.55  is  amended  in  the 
last  sentence  by  deleting  the  phrase 
“served  notice  on  the  company  of,  and 
be  substituting  the  word  "issued." 

16.  Section  706.80  is  amended  as 
follows: 

§  706.60  Requests  for  removal  from  list  of 
noncomplying  companies. 

(a)  Any  company  that  has  been  placed 
on  a  list  of  noncomplying  companies 
may  request,  in  writing,  that  the  Council 
remove  it  from  the  list  on  grounds  that 
the  company  has  come  into  compliance 
with  the  standards.  Any  such  request 
should  be  filed  with  the  Director.  It 
should  state  the  corrective  action  that 
the  company  has  taken,  explain  how 
that  action  brings  the  company  into 
compliance,  and  indicate  whether  a 
hearing  is  requested. 

(b)  If  appropriate,  the  Council  will 
provide  a  hearing  in  accordance  with 
§  706.74. 

17.  Section  706.61  is  amended  to  read 
as  follows: 

§  706.61  Decision. 

The  Council  will  advise  the  company 
as  promptly  as  possible  after  receipt  of 
any  request  under  Section  (or  the 
completion  of  any  hearing,  if  one  is  held) 
as  to  whether  the  request  has  been 
granted  or  denied.  If  granted,  removal 
shall  be  effective  immediately,  and  a 
notice  to  that  effect  will  be  published 
promptly  in  the  same  manner  as  the 
publication  of  the  list  of  noncomplying 
companies.  If  denied,  the  company  will 
have  exhausted  its  administrative 
remedies,  and  no  further  reconsideration 
will  be  available  under  Subpart  G. 

18.  Section  706.70  is  amended  in 
paragraphs  (a)  and  (b)  by  deleting  the 
phrase  “C.  E,  or  F'  in  each,  by 
substituting  "C  or  E"  in  each,  by  deleting 
paragraph  (d).  and  by  amending 
paragraph  (c)  to  read  as  follows: 

§  706.70  General. 

(c)  A  company  or  other  entity  may 
request  only  one  reconsideration  with 
respect  to  any  action  of  the  Council.  A 
request  for  reconsideration  should  be 
filed  with  the  Council  within  seven  days 
of  the  Council’s  action. 


§706.71  |  Amended) 

19.  Section  706.71  is  amended  in 
paragraph  (a)  by  deleting  the  phrase  “C. 
E.  or  F”  and  by  substituting  “C  or  E.” 

20.  Section  706.72  is  amended  in 
paragraph  (a)  to  read  as  follows: 

§  706.72  Contents  of  requests. 

***** 

(a)  Contain  a  concise  statement  of  the 
requested  relief  and  the  grounds  for 
reconsideration:  and  *  *  * 

§706.73  ( Amended  I 

21.  Section  706.73  is  amended  in 
paragraph  (a)  by  deleting  the  phrase  “C. 
E.  or  F"  and  by  substituting  "C  or  E by 
deleting  paragraph  (b).  and  by 
redesignating  paragraph  (c)  as 
paragraph  (b). 

22.  Section  706.74  is  amended  in 
paragraph  (a)  to  read  as  follows: 

§  706.74  Hearing  on  reconsideration. 

(a)  The  Council  will  provide  a  hearing 
if  a  substantial  and  material  question  of 
fact  is  presented.  If  the  Council 
determines  that  a  hearing  is 
approproiate,  it  wull  as  expeditiously  as 
possible  after  receiving  the  request  for 
reconsideration,  direct  that  a  hearing  be 
held  before  a  Hearing  Officer. 

§  706.75  I  Amended] 

23.  Section  706.75  is  amended  in 
paragraph  (b)  by  deleting  the  phrase  “C. 
E.  and  F"  and  by  substituting  "C  and  E." 

24.  Section  706.76  is  amended  to  read 
as  follows: 

§  706.76  Stays  pending  reconsideration. 

A  request  for  reconsideration  within 
seven  days  of  the  Council's  decision  of 
noncompliance  under  J  706.53  will  stay 
the  placing  of  a  company’s  name  on  a 
list  of  noncomplying  companies  pending 
the  disposition  of  the  request. 

|FR  7*K1229H  Filed  4-17-7*  2:57  pm] 
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6  CFR  Part  705 

Noninflationary  Pay  and  Price 
Behavior;  Modification  of  Insurance 
Standards 

agency:  Council  on  Wage  and  Price 
Stability. 

ACTION:  Revision  of  insurance 
standards. 

summary:  The  Council  is  revising  the 
price  standard  for  providers  of 
insurance  other  than  medical  and  dental 
insurance.  Under  the  revision,  if  one 
insurance  company  applies  the  profit- 
margin  limitation,  all  affiliated 
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insurance  companies  need  not, 
automatically,  also  apply  that  limitation. 

EFFECTIVE  DATE:  April  20. 1979. 

FOR  FURTHER  INFORMATION  CONTACT: 

Sandra  Sherman,  Council  on  Wage  and 
Price  Stability.  Office  of  General 
Counsel.  726  Jackson  Place,  Washington, 
D  C.  20506  (202/456-6286). 
SUPPLEMENTARY  INFORMATION:  The 
Council  has  deleted  the  requirement  in  6 
CFR  705C-6  (Price  Standard  For 
Providers  Of  Insurance  Other  Than 
Medical  And  Dental  Insurance),  which 
provided  that  if  one  insurance  company 
applied  the  profit-margin  limitation,  all 
affiliated  insurance  companies  also  had 
to  apply  that  limitation.  Section  705C-6 
is  now  consistent  with  the  general 
profit-margin  limitation  in  705A-6,  so 
that  each  insurance  company  may 
choose  price  deceleration  or  the  profit- 
margin  limitation  independently  of  the 
choice  made  by  its  affiliates. 

The  original  provision  was  intended 
to  discourage  multi-line  insurers  from 
using  the  profit-margin  limitation. 
However,  the  insurance  industry 
advised  the  Council  that  the  effect  of 
discouraging  an  affiliated  company  from 
using  the  profit-margin  limitation  where 
it  was  appropriate  to  do  so  was  to 
create  a  situation  in  which  one  line  of 
insurance  could  subsidize  others — a 
result  contrary  to  accepted  views  of 
insurance  pricing  and  disadvantageous 
to  consumers  of  the  subsidizing  lines  of 
insurance.  For  example,  under  the 
original  standard,  a  casualty  insurer 
faced  with  large  uncontrollable  claims 
costs  might  have  been  prevented  from 
applying  the  profit-margin  limitation  and 
raising  premiums  to  cover  increased 
costs,  because  high  profits  from  its  life 
insurance  affiliate  would  have 
prevented  the  parent  company  from 
complying  with  the  profit-margin 
limitation  for  the  aggregate  of  its 
(nonmedical  and  dental)  insurance. 
Based  on  these  comments,  the  Council 
determined  that  the  standard  should  be 
revised. 

In  a  related  change.  Section  705C-6  is 
amended  to  treat  life  insurance 
companies  as  separate  compliance 
units,  and  to  eliminate  the  automatic 
exception  which  such  companies  had 
from  the  price  deceleration  standard. 
Accordingly,  each  such  company  can 
now  determine  whether  it  should 
comply  with  the  price  deceleration 
standard  or  with  the  profit-margin 
limitation. 

The  section  is  also  being  revised  to 
provide  that  Section  705A-5  (Insufficient 
Product  Coverage)  does  not  apply  to 
insurance. 


Certain  other  conforming  changes, 
and  minor  corrections,  have  also  been 
made  in  705C-5  and  705C-6. 

Authority:  Council  on  Wage  and  Price 
Stability  Act,  Pub.  L.  93-387.  as  amended  (12 
U.S.C.  1904  note):  E.0. 12092. 

In  consideration  of  the  foregoing. 
Chapter  VII,  Title  6  of  the  Code  of 
Federal  Regulations  is  amended  in  the 
appendix  to  Part  705  to  read  as  follows. 

Issued  in  Washington.  D  C.,  April  17, 1979. 
Solly  Katieo. 

General  Counsel.  Council  on  Wage  and  Price  Stability. 

Sections  705C-5  and  705C-6  in  the 
appendix  to  Part  705  are  amended  to 
read  as  follows: 

705C-5  Price  Standard  for  Medical 
and  Dental  Insurance  Providers 

(a)(1)  Standard.  Premiums  for  medical 
and  dental  insurance  quoted  or 
announced  after  February  15, 1979,  or 
applicable  to  policies  issued  or  renewed 
on  or  after  April  1, 1979,  should  be 
determined  in  accordance  with  the 
standard  for  deceleration  of  inflation 
trend  factors  specified  in  this  section. 

(2)  The  revenue-weighted  average  of 
the  inflation  trend  factors  (or  each  of  the 
inflation  trend  factors)  should  be  no 
more  than: 

(i)  95  percent  of  the  base-period 
inflation  trend  factor,  if  the  base-period 
factor  is  less  than  7  percent,  or 

(ii)  6.65  percent  plus  75  percent  of  the 
amount  by  which  the  base-period 
inflation  trend  factor  exceeds  7  percent, 
if  the  base-period  factor  is  7  percent  or 
more. 

(3)  For  purposes  of  this  paragraph: 

(i)  the  inflation  trend  factors  are  the 
numerical  factors,  used  in  determining 
medical  and  dental  insurance  premiums, 
that  reflect  expected  increases  in  claims 
costs  due  to  increases  in  the  prices  of 
health  services  and  in  the  utilization  of 
such  services,  net  of  the  effect  of  benefit 
changes: 

(ii)  base-period  inflation  trend  factors 
may  be  computed  in  one  of  two  ways: 
(A)  as  the  average  value  qf  inflation 
trend  factors  in  use  on  April  1,  July  1, 
and  October  1, 1978;  or  (B)  as  the 
percentage  increase  (net  of  the  effect  of 
benefit  changes)  of  per  capita  (insured 
unit)  claims  cost  for  the  most  recent  12- 
month  period  for  which  data  are 
available,  relative  to  costs  for  the 
corresponding  period  one  year  earlier: 

(iii)  if  a  company  can  separate  the 
price  and  utilization  components  of  the 
base-period  inflation  factors  and  the 
utilization  component  is  negative,  the 
base-period  inflation  trend  factors  may 
be  computed  under  the  assumption  that 
the  utilization  component  is  zero: 


(iv)  Notwithstanding  the  definition  of 
“company"  in  705D,  a  firm  should  treat 
the  following  types  of  business 
operations  as  separate  segments  (each 
of  which  may  be  disaggregated  further 
in  accordance  with  the  definition  of 
“company"  in  705D):  (A)  medical  and 
dental  insurance;  (B)  insurance  other 
than  medical  and  dental  insurance;  (D) 
life  insurance,  including  pensions, 
annuities,  and  disability  insurance:  and 
(D)  all  other  lines  of  business. 

(b)  Profit-Margin  Limitation.  If  a 
company’s  loss  ratio  (i.e.,  the  ratio  of 
claims  to  premiums),  based  on  at  least 
three  months’  medical  and  dental  claims 
experience  during  calendar  1979. 
exceeds  that  of  the  same  period  during 
1978  by  2  percentage  points  or  more,  or 
if  the  company  can  show  that  it  will 
have  negative  profits  for  calendar  1979. 
the  company  need  only  comply  with  the 
Profit-Margin  Limitation  in  705A-6  and 
should  use  the  following  definitions: 

(1)  a  program  year  of  calendar  1979. 
and  a  base  year  of  calendar  1978: 

(2)  the  relevant  years  for  705A- 
6(a)(l)(i)  are  calendar  1976, 1977  and 
r1978; 

(3)  investment  income  is  included  in 
the  definition  of  profit;  and 

(4)  the  physical  volume  adjustment  is 
the  ratio  of  program-year  premiums  at 
1978  rate  levels  to  1978  premiums. 

705C-6  Price  Standard  for  Providers  of 
Insurance  Other  Than  Medical  and 
Dental  Insurance 

(a) (1)  Companies  providing  insurance 
other  than  medical  and  dental  insurance 
should  comply  with  the  price  standard 
in  705A. 

(2)  The  program  year  for  companies 
providing  insurance  is  calendar  1979. 

The  base  quarter  for  insurance 
companies  subject  to  this  standard  is 
the  last  calendar  quarter  of  1978. 

(b) (1)  Profit-Margin  Limitation.  If.  in 
accordance  with  paragraph  (a)  an 
insurance  company  is  complying  with 
the  profit-margin  limitation,  it  should 
use  the  following  definitions: 

(1)  a  base  year  of  calendar  1978; 

(ii)  for  purposes  of  705A-6(a)(l)(i).  the 
relevant  years  are  calendar  1976, 1977. 
and  1978; 

(iii)  investment  income  is  included  in 
the  definition  of  profits;  and 

(iv)  the  physical  volume  adjustment  is 
the  ratio  of  program-year  premiums  at 
1978  rate  levels  to  1978  premiums. 

(2) (i)  For  companies  providing 
property  and  casualty  insurance,  the 
profit  margin  is  calculated  as  follows: 
the  numerator  is  "net  income  after 
dividends  to  policy  holders,"  as  reported 
at  line  18B  of  the  property  and  casualty 
annual  report  required  for  such  firms  by 
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State  insurance  departments,  and  the 
denominator  is  net  “premiums  earned. “ 

(ii)  For  companies  providing  life 
insurance,  the  profit  margin  is 
calculated  as  follows:  the  numerator 
(profit)  is  the  sum  of  “net  gain  from 
operations  after  dividends  to  policy 
holders"  (line  32A,  less  income  from 
medical  and  dental  insurance  premiums, 
from  the  Summary  of  Operations)  and 
“net  realized  capital  gains  or  losses  on 
assets  disposed  of  during  the  year" 
(entry  1,  line  11,  Exhibit  4,  both  of  which 
are  included  in  the  Life  and  Accident 
Health  annual  report).  The  denominator 
is  life-insurance  premiums. 

(iii)  Companies  providing  other  line9 
of  insurance  (except  medical  and  dental) 
and  filing  comparable  annual  statements 
with  the  State  commissions  should  use 
entries  analogous  to  those  specified  in 
clauses  (i)  or  (ii). 

(c)  Insurance  Brokerage.  An  insurance 
brokerage  company  is  in  compliance  if 
the  average  commission  rate  on  which 
its  revenues  are  based  does  not  increase 
in  1979. 

(d)  Notwithstanding  the  definition  of 
“company"  in  705D,  firms  should  treat 
the  following  types  of  business 
operations  as  separate  segments  (each 
of  which  may  be  disaggregated  further 
in  accordance  with  the  definition  of 
“company"  in  705D):  (1)  medical  and 
dental  insurance;  (2)  life  insurance, 
including  pensions,  annuities,  and 
disability  insurance;  (3)  insurance  other 
than  medical  and  dental  or  life 
insurance;  and  (4)  all  other  lines  of 
business. 

(e)  Section  705A-5  (Insufficient 
Product  Coverage)  does  not  apply  to 
insurance. 

(FR  Doc.  79-12381  Filed  4-18-79:  9:08  ami 
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